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Cost- Reducing Investment and Market- Based
Transfer Pricing:




Assuming that the upstream division faces duopoly competition in the
intermediate goods market, this study analyzes the level of the market-
based transfer price when the upstream division invests to reduce its own
marginal cost. Although the case of no competition in the intermediate
goods market has been analyzed in previous studies, the market- based
transfer price is affected by the market price set by the upstream division.
Therefore, in this study, we analyze whether the results of the previous
studies hold even if we assume competition in the market for intermediate
goods. The results of the analysis show that the market- based transfer
price is lower than the marginal cost.
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